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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

I n  t h e  Matter of: 

AN INVESTIGATION AND REVIEW OF 1 
LOUISVILLE GAS AND ELECTRIC 1 
COMPANY'S CAPACITY EXPANSION 1 CASE NO. 9243 
STUDY AND THE NEED FOR TRIMBLE 1 
COUNTY U N I T  NO. 1 1 

O R D E R  

PROCEDURAL BACKGROUND 

On October 1 9 ,  1978 ,  L o u i s v i l l e  Gas and E lec t r i c  Company 

( * L G & E " )  was g r a n t e d  a certrif icate of c o n v e n i e n c e  and n e c e s s i t y  

and a cer t i f ica te  cf e n v i r o n m e n t a l  c o m p a t i b i l i t y  to c o n s t r u c t  t w o  

495 megawat t  ("KW") c o a l - f i r e d  steam t u r b i n e  g e n e r a t i n g  u n i t s  i n  

T r i m b l e  County.  L G & E ' s  p l a n  a t  t h e  t i m e  t h e  c e r t i f i c a t e s  were 

g r a n t e d  was t o  c o m p l e t e  c o n s t r u c t i o n  of T r i m b l e  County  U n i t  No. 1 

by  1 9 8 3  and  t h e  s e c o n d  unit by 1985.  I n  1978 t h e  p r o j e c t e d  cost  

for the c o m p l e t e d  c o n s t r u c t i o n  of b o t h  u n i t s  was a p p r o x i m a t e l y  

$542.6 m i l l i o n .  S i n c e  r e c e i v i n g  t h e  c e r t i f i c a t e s  LG&E h a s  

c a n c e l l e d  t h e  s e c o n d  u n i t  at T r i m b l e  County ,  d e l a y e d  t h e  

completion of t h e  f i r s t  u n i t  t o  1988 and r a i s e d  t h e  cost  e s t i m a t e  

for Trimble County  U n i t  No. 1 t o  $737.9 million. 

During LGbrE'e l a s t  general r a t e  case,  C a s e  8924,  General 

Ad jus tmen t  f n  Electric and Gas Rates of Louisville CSS and 

Electr ic  Company, LG&E' 8 p l a n e  c o n c e r n i n g  Trimble County U n i t  No. 

1 were c a r e f u l l y  reviewed. This r e v i e w  was a major i s s u e  b e c a u s e  



s e v e r a l  of t h e  i n t e r v e n o r s  in t h a t  case c h a l l e n g e d  t h e  c o n t i n u a -  

tion of a cash r e t u r n  o n  LGbtE's c o n s t r u c t i o n  work i n  progress 

("CWIP") b a l a n c e  as of t h e  end  of t h e  t e s t  y e a r .  One of t h e  

o b j e c t i o n s  of t h e  i n t e r v e n o r s  w a s  t h a t  t h e r e  w a s  c o n s i d e r a b l e  

u n c e r t a i n t y  a b o u t  t h e  c o n s t r u c t i o n  s c h e d u l e  and  e v e n t u a l  comple- 

t i o n  of Trimble Coun ty ,  and t h e r e f o r e ,  t h e y  argued, the c o n t i n u a -  

t i on  of a current r e t u r n  o n  the CWIP balance was not j u s t i f i e d .  

I n  f a c t ,  o n e  w i t n e s s  t es t i f ied  t h a t  t h i s  po l icy  e n c o u r a g e d  LG&E 

t o  n o t  make a d e c i s i o n  o n  completion of the unit. In r e s p o n s e ,  

LGSE's management s t a t e d  t h a t  it b e l i e v e d  a n  a d d i t i o n a l  s t u d y  was 

r e q u i r e d  b e f o r e  d e c i d i n g  how to  proceed w i t h  T r imble  County  

c o n s t r u c t i o n .  I n  t h e  f i n a l  Order in C a s e  8924,  t h e  Commission 

e x p r e s s e d  its interest i n  r e v i e w i n g  t h a t  s t u d y  and  decided to 

m a i n t a i n  its h i s t o r i c a l  CWIP treatment for LG6E. 

I n  November 1984, LG&E filed a c o m p l e t e d  c a p a c i t y  e x p a n s i o n  

s t u d y  p r e p a r e d  b y  t h e  c o n s u l t i n g  firm of S t o n e  h Webs te r  ("SQW"). 

On December 2 0 ,  1984,  the Commission issued an Order establishing 

t h i s  case to  investigate t h e  ShW study and t h e  need  for Trimble 

County.  Motions to i n t e r v e n e  were g r a n t e d  to the A t t o r n e y  

General's Consumer P r o t e c t i o n  D i v i s i o n  ( 'AG") ,  Kentucky 

Industrial U t  il i t y  Customers ( "KIUC" ) , Consumer Advocacy Groups 

("CAG") t h e  C i t y  of L o u i s v i l l e ,  J e f f e r s o n  County ,  A lcan  Aluminum 

Corporation, ARC0 M e t e l a  Company and Afrco Carbide. To determine 

appropriate procedures  for the r e v i e w  of the SLW s t u d y ,  a f o r m a l  

c o n f e r e n c e  w a s  held J a n u a r y  1 6 r  1985. A t  t h e  c o n f e r e n c e ,  

i n t e r v e n o r s  requested c l a r i f i c a t i o n  r e g a r d i n g  t h e  purpose of t h i s  

case and the issues t o  be e x p l o r e d .  
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I n  response t o  i n t e r v e n o r  r e q u e s t s  for c l a r i f i c a t i o n ,  t h e  

Commission i s s u e d  a n  O r d e r  o n  F e b r u a r y  7 ,  1985, s t a t i n g  t h a t  " t h e  

p r i m a r y  issue i n  this p r o c e e d i n g  is whether  t h e  T r i m b l e  County 

U n i t  N o .  1 s h o u l d  be c o m p l e t e d  a n d ,  f f  so, when it s h o u l d  be 

comple t ed  " That Order  also e s t a b l i s h e d  a procedural s c h e d u l e  

f o r  t h i s  i n v e s t i g a t i o n .  I n  confo rmance  w i t h  t h a t  schedule LG&E 

w i t n e s s e s  and  t h e i r  c o n s u l t a n t s  t e s t i f i e d  at h e a r i n g s  o n  February 

28 ,  and March 1, 1985; and i n t e r v e n o r s  t es t i f ied  o n  A p r i l  10 and  

1lr  1985. LG&E also presented  r e b u t t a l  t e s t i m o n y  o n  A p r i l  11, 

1985. The Commission r e q u e s t e d  that any a d d i t i o n a l  r e b u t t a l  

t e s t imony  be f i l e d  i n  w r i t t e n  form o n  A p r i l  22, 1985. 

During the c o u r s e  oE t h e  h e a r i n g s  s e v e r a l  d i f f e r e n c e s  

r e g a r d i n g  t h e  a s s u m p t i o n s  and  i n p u t s  to t h e  S&W c o m p u t e r  models  

arose. I n  a n  e f fo r t  t o  q u a n t i f y  the impacts of c h a n g i n g  ce r t a in  

a s s u m p t i o n s ,  LG&E a g r e e d  to  have S&W perfom s e v e r a l  r e r u n s  of 

t h e  models usfng various assumptions. On May 1 6 ,  1985,  a formal 

t e c h n i c a l  conference was held at the Commission's offices to 

discuss a d d i t i o n a l  compute r  r u n s  which  LGQE would h a v e  S&W 

prepare. The a d d i t i o n a l  c o m p u t e r  r u n s  were f i l e d  o n  June 2 7 ,  

1985.  

On July  l o f  11 and 1 2 ,  1985, 8 f i n a l  round of h e a r i n g e  was 

c o n d u c t e d .  Four  i s s u e s  were addressed at t h e s e  h e a r i n g s 3  the 

w i t n e s s e s  o f f e r i n g  w r i t t e n  r e b u t t a l  and  s u r r e b u t t a l  t e s t i m o n y  

w e r e  c ros s -examined ;  t h e  a d d i t i o n a l  compute r  r u n s  w e r e  reviewed;  

Order i n  Case No. 9243r  t o u i s v l l l e  Gas and Electric Company, 
e n t e r e d  F e b r u a r y  7 ,  1985, pages 1 and 2 .  
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w i t n e s s e s  w e r e  c ros s -examined  c o n c e r n i n g  t h e  i n f o r m a t i o n  which  

LG&E provided c o n c e r n i n g  t h e  cost of e x t e n d e d  d e l a y  i n  c o m p l e t i n g  

T r  irnble Coun ty ;  and LGLE' s r e c e n t l y  a d o p t e d ,  r e v i s e d  l o a d  

forecast. On A p r i l  19, 1985, LG&E n o t i f i e d  the Commission by 

l e t te r  t h a t  it had adopted a s  i ts  o f f i c i a l  load forecast  a 

forecast  wh ich  had b e e n  r e c e n t l y  p e r f o r m e d  by  S & W .  The base l o a d  

forecasts had b e e n  f i l e d  o n  F e b r u a r y  8 ,  1985, and the s e n s i t i v i t y  

a n a l y s i s  results had b e e n  f i l e d  o n  F e b r u a r y  2 7 ,  1985.  

A t  the J u l y  11 h e a r i n g  J u d g e  C lyde  Gceenwood, County  J u d g e  

E x e c u t i v e  of TrimbLe County ,  and B i l l  C a y l a r ,  Vice P r e s i d e n t  and 

General Counse l  f o r  t h e  Kentucky Coal A s s o c i a t i o n ,  spoke i n  f a v o r  

of t h e  c o m p l e t i o n  of T r i m b l e  County  Unit N o .  1. A w r i t t e n  

statement p r e p a r e d  by F red  Hauck, Robert Gray and Harold C a s s i d y ,  

all members of the group, Save The Valley, wa8 preesntsd to  t h e  

Commission at t h e  J u l y  1 0  h e a r i n g .  The C o m m i s s i o n  appreciates' 

t h e  w i l l i n g n e s s  of these i n d i v i d u a l s  and groups t o  p r e s e n t  t h e i r  

c o n c e r n s  to  t h e  Commission. The C o m m i s s i o n  is aware t h a t  i ts 

d e c i s i o n  has  a n  impact o n  t h e  communi t i e s  and o r g a n i z a t i o n s  

represented by  these i n d i v i d u a l s  and g r o u p s ,  and h a s  g i v e n  

c a r e f u l  c o n s i d e r a t i o n  t o  t h e i r  c o n c e r n s .  

On J u l y  24,  1985 ,  w r i t t e n  b r i e f s  were f i l e d  by =&E, KIUC, AG 

and CAG and o r a l  a r g u m e n t s  were p r e s e n t e d  on  J u l y  26, 1985. 

S & W  CAPACITY EXPANSION STUDY 

I n  t h e  s t u d y  S & W  describes its a n a l y s i s  as  b o t h  q u a n t i t a t i v e  

and q u a l i t a t i v e .  The q u a n t i t a t i v e  a n a l y e i s  i e  camposed of three 
phases: economic ,  s e n s i t i v i t y  and r i s k  a n a l y s e s .  S&W describes 

each phase as, 
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F i r s t ,  t h e  economic analysis consists of developing 
expans ion  p l a n s  which  resul t  i n  t h e  lowest energy  
costs to LG6E's customers i n  t h e  long r u n .  Second ,  
t h e  s e n s i t i v i t y  a n a l y s i s  d e t e r m i n e s  t h e  i m p a c t  o n  
t h e  base economic  r e s u l t s  d u e  t o  c h a n g e s  of t h e  
major i n d e p e n d e n t  v a r i a b l e s .  T h i r d ,  t h e  r i s k  
a n a l y s i s  p r o v i d e s  a s t r u c t u r e d  a p p r o a c h  for 
a s s e s s i n g  the u c e r t a i n t y  i n h e r e n t  i n  t h e  d e c i s i o n -  
making process. 9 

The q u a l i t a t i v e  a n a l y s i s  c o n s i d e r s  non-economic factors  s u c h  as 

d e p e n d e n c e  o n  o i l  or n a t u r a l  gas ,  p o t e n t i a l  r e v e n u e  from off- 

system sales ,  e f f e c t s  of c h a n g e d  env i ronmen ta l  regula t ion ,  or 

management of e s t a b l i s h e d  w o r k  force. The q u a n t i t a t i v e  and 

q u a l i t a t i v e  a n a l y s e s  are me lded  to d e v e l o p  a s t r a t e g i c  e x p a n s i o n  

p lan .  

The q u a n t i t a t i v e  a n a l y s i s  b e g i n s  by  g a t h e r i n g  da ta  o n  l o a d  

and energy f o r e c a s t s ,  and on e x i s t i n g  generating u n i t s  and t h e i r  

operating c h a r a c t e r i s t i c s .  Numerous a s s u m p t i o n s  are a lso  

d e v e l o p e d  c o n c e r n i n g  costs of f u e l s ,  price and a v a i l a b i l i t y  of 

e n e r g y  and  c a p a c i t y  from o t h e r  u t i l i t i e s ,  as w e l l  as f i n a n c i a l  

p r o j e c t i o n s .  Once t h i s  i n f o r m a t i o n  base is a s s e m b l e d ,  a l te rna-  

t i v e  e x p a n s i o n  s c e n a r i o s  a t e  d e v e l o p e d .  A t o t a l  o f  51 p l ans  are 

u s e d  i n  t h e  S & W  s t u d y  o r i g i n a l l y  f i l e d .  I n  order t o  compare  t h e  

v a r i o u s  plans, t h e  p r e s e n t  w o r t h  r e v e n u e  r e q u i r e m e n t s  a s s o c i a t e d  

* 

w i t h  each p l a n  are c a l c u l a t e d .  The v a r i a b l e  costs  are determined 

t h r o u g h  use of a computer s i m u l a t i o n  model  c a l l e d  t h e  Electr ic  

Generation Expansion A n a l y s i s  Sys t em ('EGEAS") With regard to 

f i x e d  or c a p i t a l  costs. n o t  a l l  costs  are i n c l u d e d .  Only  t h e  

Capacity E x p a n s i o n  Study, Volume XI - T e c h n i c a l  R e p o r t ,  
November 1984,  Stone c Webeter  Management C o n s u l t a n t s ,  I n c . ,  page 
4. 
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i n c r e m e n t a l  fixed costs are i n c l u d e d  i n  t h e  c a l c u l a t i o n .  The 

t o t a l  p r e s e n t  w o r t h  of a n n u a l  r e v e n u e  r e q u i r e m e n t s  I v a r i a b l e  

costs p l u s  i n c r e m e n t a l  f i x e d  costs,  are d e t e r m i n e d  by  a S & W  

revenue? requirements model  c a l l e d  T o t a l  and L e v e l i z e d  Annual  

Revenue R e q u i r e m e n t s  ("TALARR") . T h e s e  v a l u e s  form t h e  basis for 

t h e  economic  a n a l y s i s .  To prepare t h e  s e n s i t i v i t y  and r i s k  

a n a l y s i s ,  c h a n g e s  i n  load f o r e c a s t s ,  costs t o  c o n s t r u c t  TrFmble 

County  Wnit N o .  1 and f u e l  p r i c e s  are v a r i e d .  

Based o n  t h e  q u a n t i t a t i v e  a n a l y s i s  and a f t e r  c o n s i d e r a t i o n  is 

g i v e n  to  t h e  non-economic i s s u e s ,  S t W  recommended a s e v e n  p o i n t  

strategic e x p a n s i o n  p l a n .  Their recommended p l a n ,  which was 

a d o p t e d  b y  LG&E, c o n t a i n e d  of t h e  f o l l o w i n g  points: 3 

- Complete t h e  T r i m b l e  County U n i t  1, b u t  d e l a y  t h e  
s c h e d u l e d  i n - s e r v i c e  da t e  by o n e  year ,  to  J u l y  

- Make e v e r y  e f f o r t  t o  se l l  up t o  a maximum of 25% 
f r o m  T r i m b l e  County  U n i t  1 o n  a j o i n t  o w n e r s h i p  
b a s i s  ( l i f e - o f - u n i t )  . 
1 9 8 8 .  

- A g g r e s s i v e l y  m a r k e t  a d d i t i o n a l  c a p a c i t y  sa les ,  
such as: u n i t  p o w e r ,  economy, short-term and 
limited-term power. 

- I n s t a l l  c o m b u s t i o n  t u r b i n e  c a p a c i t y  as r e q u i r e d  
i n  t h e  f u t u r e  t o  m e e t  r e s e r v e  and r e l i a b i l i t y  
c r i te r ia .  

- Accommodate c a p a c i t y  f rom c o g e n e r a t i o n  and s m a l l  
power p r o d u c e r s  as it m a t e r i a l i z e s  by d e f e r r i n g  
o r  r e p l a c i n g  future c o m b u s t i o n  t u r b i n e  c a p a c i t y .  

- Implement  load management when it becomes 
e c o n o m i c a l l y  f e a s i b l e ,  and d e f e r  or replace 
f u t u r e  c o m b u s t i o n  t u r b i n e  c a p a c i t y  a s  r e q u i r e d .  

- Review t h e  r e s u l t s  and r ecommenda t ions  of this 
study when the new load forecast is a v a i l a b l e  i n  
the Spr ing  of 1985. 

Ibid., pages 5 5 - 5 6 .  - 
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MAJOR CONCERNS RAISED BY INTERVENORS 

The i n t e r v e n o r s ,  t h r o u g h  cross-examination and direct  

t e s t i m o n y  have i d e n t i f i e d  s e v e r a l  c o n c e r n s  r e g a r d i n g  t h e  S & W  

C a p a c i t y  E x p a n s i o n  S tudy .  T h i s  sect ion of t h e  O r d e r  w i l l  

identify s e v e r a l  of t h e  major c o n c e r n s  wh ich  were raised by 

i n t e r v e n o r s .  

One of t h e  c o n c e r n s  raised was t h e  assumption used by S6W 

t h a t  a l l  future c o m b u s t i o n  t u r b i n e  g e n e r a t o r s  would be f i r e d  by 

f u e l  o i l .  I n t e r v e n o r s  expressed t h e i r  b e l i e f  t h a t  some n a t u r a l  

gas would be a v a i l a b l e  €or u s e  i n  t h e  a d d i t i o n a l  c o m b u s t i o n  

t u r b i n e s ,  and  t h a t  n a t u r a l  gas  would be cheaper t h a n  f u e l  oil. 

S t e p h e n  J. Baron,  Vice P r e s i d e n t  of Kennedy and Associates, 

w i t n e s s  for KIUC, p r e p a r e d  a n  a n a l y s i s  which  d e m o n s t r a t e d  t h a t  a 
4 1983 price of $3.80 per m c f  for n a t u r a l  gas w a s  r e a s o n a b l e .  

T h i s  compared t o  the assumption used by S&W that t h e  price of 

f u e l  o i l  and n a t u r a l  gas were comparable. The a n a l y s i s  of F r e d  

Wright, Vice P r e s i d e n t  of P l a n n i n g  and M a r k e t  S e r v i c e s ,  i n d i c a t e d  

the price u n d e r  L G 6 E ' s  c u r r e n t  c o n t r a c t  would be $5.88 per mcf5  

and t h u s  supported S&W' 8 assumption. 

Anothe r  concern r e l a t e d  to t h e  e q u i v a l e n t  forced outage rates 

("EFOR") u s e d  by S&W i n  t h e  s t u d y .  S & W ,  upon advice f rom LG&E 

p e t e o n n s l ,  c o n s t r a i n e d  the c a p a c i t y  factor  for the M i l l  Creek 

u n i t s  and T r i m b l e  County u n i t  t o  a l i m i t  of 7 0  p e r c e n t .  This 

' Baron  prepared t e s t i m o n y ,  Exhibit SJB-5. 

5 T r a n s c r i p t  of E v i d e n c e  ( " T . E . " ) ,  March 1, 1985 ,  page 272. 
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c o n s t r a i n t  was s u p p l i e d  to t h e  computer model  by r a i s i n g  t h e  EFOR 

for t h e  u n i t s  a b o v e  l e v e l s  c o n s i s t e n t  w i t h  LG6E's histor ical  

exper ience  . David H. Kinloch, w i t n e s s  for CAG, p r o v i d e d  

h i s t o r i c a l  EFOE2s i n  h i s  t e s t i m o n y  f o r  c o m p a r i s o n  to t h o s e  u s e d  b y  

S&W. 6 

A n o t h e r  assumption SLW u s e d  i n  t h e  s t u d y  was r e l a t e d  t o  t h e  

scenarios which  i n v o l v e d  cance l la t ion  of t h e  T r i m b l e  County  u n i t .  

S&ki assumed t h e  i n v e s t m e n t  i n  t h e  p l a n t  would be a m o r t i z e d  over 

10 y e a r s  and i n c l u d e d  i n  r e v e n u e  r e q u i r e m e n t .  S&W d i d  n o t  

i n c l u d e  a r e t u r n  o n  t h e  u n a m o r t i z e d  balance. R a n d a l l  J. 

P a l k e n b e r g ,  V i c e  P r e s i d e n t  w i t h  Kennedy and Associates, w i t n e s s  

f o r  KIUC, t e s t i f i e d  t h a t  €or a n a l y t i c a l  c o n s i s t e n c y  i n  s c e n a r i o s  

i n v o l v i n g  c a n c e l l a t i o n  of T r i m b l e  Coun ty ,  t h e  c a n c e l l a t i o n  cost 

s h o u l d  be a m o r t i z e d  over a p e r i o d  s imi l a r  t o  t h e  a l t e r n a t i v e  t o  

which it was being compared ,  or i n  t h i s  case of complet ing 

T r i m b l e  Coun ty ,  depreciated o v e r  31 y e a r s .  ' M r .  F a l k e n b e r g  

a m o r t i z e d  t h e  s u n k  cos t  a v e r  31 y e a r s  and i n c l u d e d  a r e t u r n  o n  

the u n a m o r t i z e d  b a l a n c e .  

I n  t h e  c a p a c i t y  e x p a n s i o n  S t u d y ,  S&W assumed a h i g h e r  g r o w t h  

ra te  i n  peak demand and e n e r g y  forecast t h a n  LG&E had p r e v i o u s l y  

forecast. LGbE had forecast g r o w t h  rates I n  peak demand of 1.6  

p e r c e n t  i n  t h e  h igh  case, .7 p e r c e n t  for t h e  l o w  and  1.1 p e r c e n t  

€or t h e  b a e e  case. F u r t h e r ,  ScW assumed t h e  load f a c t o r  would  

i n c r e a s e  by t h e  y e a r  2003 to 5 2  p e r c e n t  in t h e  base and l o w  

K i n l o c h  p r e p a r e d  t e s t i m o n y ,  E x h i b i t  5. 

7 P a l k e n b e r g  p r e p a r e d  t e s t i m o n y ,  p a g e s  24 and 25.  
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easesr and t o  5 4  percent i n  t h e  h i g h  case. LG&E had p r e v i o u s l y  

assumed a load f a c t o r  of 50 p e r c e n t .  A l s o  i n  t h e  r i s k  a n a l y s i e ,  

S&W a s s i g n e d  a 30 p e r c e n t  p r o b a b i l i t y  t o  b o t h  t h e  h i g h  and  low 

Eorecasts and a 40 percent p robab i l i t y  t o  t h e  base f o r e c a s t .  

Both Mr. K i n l o c h ,  w i t n e s s  for CAG, and Hr. Baron, w i t n e s s  for 

KIUC, c h a l l e n g e d  s o m e  of these a s s u m p t i o n s  . Mr. K i n l o c h  

s u g g e s t e d  t h e  S & W  forecasts in t h e  s t u d y  were too h i g h  and t h a t  

the f o r e c a s t  r e c e n t l y  p r e p a r e d  for t h e  Commission by Energy  

Systems Research  Group, I n c .  8 ( " E S R G " )  s h o u l d  be c o n s i d e r e d .  

ESRG's forecasts ranged from - .8  p e r c e n t  i n  t h e  low case to  1.9 

percent i n  t h e  h i g h  case. M r .  Baron found t h e  p r e v i o u s  LGLE 

Eorecasts were more reasonable t h a n  t h e  assumed S&W h i g h  

f o r e c a s t .  Also Mr. Baton  b e l i e v e d  S&W had a s s i g n e d  too large a 

p r o b a b i l i t y  for t h e  h i g h  forecast. 

Ano the r  area of c o n c e r n  re la ted  to S6Wes s e l e c t i o n  of 

c a p a c i t y  e x p a n s i o n  scenarios.  Among t h e  s c e n a r i o s  i n c l u d e d  by 

S&W were T r i m b l e  County  completed and i n - s e r v i c e  i n  1987, 1988, 

1989, 1990, 1993; c o m p l e t i n g  Tr imble  County and s e l l i n g  2 5 ,  50 ,  

7 5  and 100 p e r c e n t  t h r o u g h  a j o i n t  o w n e r s h i p  a r r a n g e m e n t ;  

c o m p l e t i n g  T r f m b l e  County  and s e l l i n g  2 5 ,  50, 7 5  and 100 p e r c e n t  

t h r o u g h  a 10-year  u n i t  power c o n t r a c t ;  c a n c e l l i n g  T r i m b l e  County  

and i n s t a l l i n g  c o m b u s t i o n  t u r b i n e s ;  c a n c e l l i n g  T r i m b l e  County  and 

r e h a b i l i t a t i n g  Cane Run u n i t s  I, 2 a n d  3 1  p u r c h a s i n g  2 0 0  

megawat t s  at a p r i c e  of $1,757 per k i l o w a t t  u n d e r  a j o i n t  

ownership p u r c h a s e ;  p u r c h a s e  of 150 megawatts a t  $8  per kilowatt 

per month from E a s t  Kentucky Power C o o p e r a t i v e  ("EKP") for 7 

y e a r s  €or the months of A p r i l  t h r o u g h  November of each yeart 
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a d d i n g  100 megawatt6 of c o g e n e r a t i o n  o v e r  t h e  n e x t  4 yeare;  and  

a d d i n g  68 megawatts of d i r e c t l y  c o n t r o l l e d  c a p a c i t y  t h r o u g h  load 

management.  W r .  K i n l o c h  of CAG c o n t e n d e d  S & W ' s  a n a l y s i s  c o u l d  

h a v e  b e e n  s t r e n g t h e n e d  b y  combin ing  s e v e r a l  of t h e  o p t i o n s  i n t o  a 

c a p a c i t y  e x p a n s i o n  p l a n .  F o r  i n s t a n c e ,  t h e  a l t e r n a t i v e  of can-  

c e l l i n g  T r f m b l e  County  and i n s t a l l i n g  c o m b u s t i o n  t u r b i n e s  c o u l d  

h a v e  b e e n  combined  w i t h  t h e  100 megawatt a d d i t i o n  of c o g e n e r a t i o n  

o p t i o n .  A l s o  Mr. K i n l o c h  b e l i e v e d  t h a t  c o n s e r v a t i o n  had n o t  b e e n  

g i v e n  a d e q u a t e  c o n s i d e r a t i o n .  8 

With  regard to  t h e  j o i n t  o w n e r s h i p  p u r c h a s e  of 200 megawatts 

a t  $11757 per k i l o w a t t ,  which  w a s  based o n  cost estimates €or 

power from t h e  recently completed W i l s o n  u n i t  of Big Rivers 

Electric C o r p o r a t i o n  ("BREC")  , several i n t e r v e n o r s  q u e s t i o n e d  why 

lower p r i c e d  c a p a c i t y  w a s  n o t  c o n s i d e r e d .  LGLE was e x t e n s i v e l y  

c ros s -examined  e x t e n s i v e l y  o n  t h e  e x t e n t  of i ts  e f f o r t s  t o  

n e g o t i a t e  for a lower pr ice  f rom BREC. There  w a s  also 

c o n s i d e r a b l e  c r o s s - e x a m i n a t i o n  c o n c e r n i n g  LGcE' 8 a t t e m p t s  to  

i d e n t i f y  and  n e g o t i a t e  for l o w e r  pr iced capacity i n  t h e  r e g i o n .  

nr. F a l k e n b e r g ,  w i t n e s s  for KIUC, t es t i f ied  t h a t  t h e  S & W  

s t u d y  i n d i c a t e d  t h e r e  w a s  c o n s i d e r a b l e  merit t o  f u r t h e r  e x a m i n e  

t h e  a l t e r n a t i v e  of a n  e x t e n d e d  d e l a y  i n  t h e  c o m p l e t i o n  of T r i m b l e  

County U n i t  No. 1.' He c o n t e n d e d  t h a t  a n  e x t e n d e d  d e l a y  would 

p r o v i d e  some f l e x i b i l i t y  to  d e a l  w i t h  t h e  u n c e r t a i n t y  of the 

f u t u r e  demand. Thus ,  " i f  t h e  h i g h  load  growth case m a t e r i a l i z e s ,  

~~ 

K i n l o c h  prepared t e s t i m o n y  , page 29 . 
9 F a l k e n b e r g  p r e p a r e d  t e s t i m o n y ,  p a g e  17. 
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you e v e n t u a l l y  b u i l d  T r i m b l e  Coun ty ,  whereas, i f  the law an8 base 

load forecast  cases mate r i a l i ze ,  you e v e n t u a l l y  decide t o  c a n c e l  

Tr imble  County.*'' Hr. Falkenberg recognized that t h i s  option 

would add to t h e  cost of c o m p l e t i n g  T r i m b l e  Coun ty ,  but it could 

also provide savings, 

Carl G. K. Weaver, e c o n o m i s t  a n d  p r i n c i p a l  with €4. S. Gerber 

& Associates, I n c . ,  tes t i f ied o n  behal f  of t h e  AG. M r .  Weaver 

tes t i f ied t h a t  T t i m b l e  County  Unft  No. 1 s h o u l d  be c a n c e l l e d .  

This recommendat ion  was based o n  his i n t e r p r e t a t i o n  of the S & W  

report. He was c r i t i ca l  of t h e  p r o b a b i l i t y  w e i g h t i n g s  assigned 

by ScW to t h e  likelihood of t h e  fuel prices or t h e  c o n s t r u c t i o n  

b u d g e t  being h i g h e r  o r  lower t h a n  assumed for the base case 

a n a l y s i s .  To r e i n f o r c e  h i s  i n t e r p r e t a t i o n ,  M r .  Weaver u s e d  a 

f i n a n c i e l  compute r  model to e v a l u a t e  t h e  f i n a n c i a l  i m p l i c a t i o n s  

for LG&E of c a n c e l l i n g  Trimble County. I n  h i s  a n a l y s i s ,  t h e  

abandonment cost w a s  s h a r e d  e q u a l l y  between ratepayers and 

stockholders and a 15-year write off period w a s  u sed .  G e n e r a l l y ,  

Ur. Weaver concluded t h a t  i n  t h e  case of c a n c e l l a t i o n  of Trimble 

County,  LG&E was not u n d u l y  impaired f i n a n c i a l l y  and t h e  LG&E 

r a t e p a y e r s  b e n e f i t e d  s l g n i f  i c a n t l y .  

RESPONSE TO THE INTERVENORS' CONCERNS 

To r e s p o n d  to c o n c e r n s  ra i sed  by t h e  i n t e r v e n o r s ,  LGbE 

offered t o  have GbrW rerun 80me of t h e  compute r  analyses to 

a t t e m p t  to  q u a n t i f y  t h e  impact of c h a n g i n g  c e r t a i n  key assump- 

tions. On May 16, 1985, a technical conference was h e l d  to Iden- 

10 T.E., A p r i l  19, 1985 ,  page 213. 
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t i f y  which a d d i t i o n a l  c o m p u t e r  r u n s  would be i l l u s t r a t i v e .  LG6E 

also p r o v i d e d  r e b u t t a l  t e s t i m o n y  i n  r e s p o n s e  t o  some of t h e  con-  

c e r n s .  A d d i t i o n a l l y ,  LG&E provided a d e t a i l e d  cost estimate for 

a n  e x t e n d e d  d e l a y  i n  the c o n s t r u c t i o n  of T r i m b l e  County.  The 

r e l e v a n t  p r e s e n t  wor th  r e v e n u e  r e q u i r e m e n t s  f o r  t h e  o r i g i n a l  

c a p a c i t y  e x p a n s i o n  s t u d y  and t h e  r e v i s e d  f i g u r e s  are p r o v i d e d  i n  

Appendix 1 t o  t h i s  Order. 

I n  r e s p o n s e  t o  t h e  criticism for c o n s i d e r i n g  o n l y  fuel o i l  to 

power a d d i t i o n a l  combus t ion  t u r b i n e s ,  LGcE d e v e l o p e d  a c o m p u t e r  

model to  d e t e r m i n e  how much n a t u r a l  gas would be a v a i l a b l e  for 

s u c h  u s e  w i t h o u t  r a t c h e t i n g  up t h e  demand c h a r g e  u n d e r  its 

c u r r e n t  gas supply contract.  T h i s  analysis showed that d u r i n g  

t h e  summer m o n t h s  a d d i t i o n a l  gas would be a v a i l a b l e  for t h e  

turbines. S&W r e r a n  t h e  EGEAS and TALARR c o m p u t e r  models using 

t h e  a d d i t i o n a l  a v a i l a b i l i t y  o f  n a t u r a l  gas f o r  t w o  s c e n a r i o s :  

c o m p l e t i n g  Trfrnble County  i n  1988; a n d  c a n c e l l i n g  T r i m b l e  County  

and i n s t a l l i n g  combustion t u r b i n e s .  The resu l t s  show some 

s a v i n g s .  (See Appendix 1.) In f a c t ,  p r ior  to  i n c l u d i n g  a r e t u r n  

on t h e  u n a m o r t i z e d  b a l a n c e ,  t h e  a l l - c o m b u s t i o n - t u r b i n e  o p t i o n  has  

a lower present  worth revenue requirement (Case 132 $3.502 

b i l l i o n )  t h a n  c o m p l e t i n g  Trimble County  i n  1988 ( C a s e  12: $3.527 

b i l l i o n )  e 

In r e s p o n s e  t o  t h e  c o n c e r n  r e g a r d i n g  t h e  h i s t o r i c a l  EFOR f o r  

t h e  H i l l  C r e e k  u n i t s ,  LG&E had S&W r e r u n  t h e  T r l m b l e  County i n  

1988 and all c o m b u s t i o n  t u r b i n e  s c e n a r i o s  a s suming  a 15 p e r c e n t  

E F 6 R .  The scenarios were r u n  w i t h  the o r f g i n a l  forecast and the 
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r e v i s e d  forecast. The results a r e  p rov ided  I n  Appendix 1, Cases 

8 t h r o u g h  11. 

I n  r e b u t t a l  t e s t i m o n y ,  Robert L. Royer, p r e s i d e n t  of LG&E, 

t es t i f ied  t h a t  he agreed w i t h  H r .  F a l k e n b e r g ,  w i t n e s s  €or RIUC, 

t h a t  S&W s h o u l d  h a v e  i n c l u d e d  a r e t u r n  o n  t h e  u n a m o r t i z e d  s u n k  

costs  . l1 H r .  Royer and Mr. Falkenberg  d i f f e r e d  over t h e  l e n g t h  

of t h e  a m o r t i z a t i o n  period. I n  M r .  Royer ' s  a n a l y s i s ,  a 10-year  

a m o r t i z a t i o n  period was used as opposed to  t h e  31-year period 

sugges t ed  by Mr . Falkenberg  . According to  Mr . Royer' 8 t e s t i m o n y  

i n c l u d i n g  a r e t u r n  o n  t h e  u n a m o r t i z e d  b a l a n c e  would add  $171 

m i l l i o n  t o  a l l  of t h e  capac i ty  e x p a n s i o n  s c e n a r i o s  which i n v o l v e d  

t h e  c a n c e l l a t i o n  of Tr imble  County  U n i t  No. 1. Due p r i m a r i l y  t o  

the l o n g e r  a m o r t i z a t i o n  period, M r .  Fa lkenberg  d e r i v e d  a v a l u e  of 

$106 m i l l i o n  associated w i t h  i n c l u d i n g  a r e t u r n  o n  t h e  

u n a m o r t i z e d  b a l a n c e  of t h e  s u n k  cost. M r .  Royer  s ta ted  t h a t  t h e  

r e t u r n  on t h e  u n a m o r t i z e d  b a l a n c e  is a cost to  LG&E*B 
1 2  s t o c k h o l d e r s  and he was o b l i g e d  to  consider it i n  his d e c i s i o n .  

I n c l u d i n g  a r e t u r n  on t h e  u n a m o r t i z e d  b a l a n c e  is a s i g n i f i c a n t  

c h a n g e  from SsW's o r i g i n a l  a s s u m p t i o n  of a 10-year a m o r t i z a t i o n  

of sunk costs w i t h  no  r e t u r n .  F o r  i n s t a n c e ,  Case 13, which  

i n c o r p o r a t e s  the r ev i sed  forecast and  t h e  l i m i t e d  u s e  of n a t u r a l  

gas for combust ion t u r b i n e s ,  is a lower cost o p t i o n  t h a n  T r h b l e  

County  i n  1988 before t h e  r e t u r n  o n  t h e  u n a m o r t i z e d  b a l a n c e  is 

i n c l u d e d  (see Appendix 1). 

l1 T.E., A p r i l  11, 1985,  page 1 4 4 .  

l2 Ibid. ,  page 145. 
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Regard ing  c o n c e r n s  about the load forecast ,  as e x p l a i n e d  

earlier i n  t h i s  Order ,  LG&E i n fo rmed  t h e  Commission by l e t te r  

dated April 19,  1985, t h a t  t h e  new forecasts prepared by S h W  had 

b e e n  a d o p t e d  by t h e  company. The forecasts were f i l e d  i n  t h i s  

d o c k e t  i n  F e b r u a r y  1985.  The r e v i s e d  g r o w t h  ra tes  i n  peak  demand 

are 0 9 8  1.3, and  2.4  p e r c e n t  for t h e  l o w ,  b a s e  and h i g h  case. 

The projected load fac tor  by  2003 is 53.2  percent.  The effect  of 

t h e  h i g h e r  f o r e c a s t  is i l l u s t r a t e d  i n  Appendix 1, Cases 1 W r o u g h  

7 ,  i n  t h e  first t w o  columns. The r e s u l t s  are  s i m i l a r  e x c e p t  for 

Case 7 -- 150 m e g a w a t t  u n i t  power p u r c h a s e  from EKP -- which i n  

t h e  o r i g i n a l  s t u d y  w a s  a lower cost  o p t i o n  t h a n  T r i m b l e  County  i n  

1988. It  is a h i g h e r  cost o p t i o n  u s i n g  t h e  new f o r e c a s t .  

Wi th  r e g a r d  t o  t h e  $1 ,757  per k i l o w a t t  pr ice  S L W  u s e d  i n  i ts  

ana lys i s  when c o n s i d e r i n g  p u r c h a s e s  of c a p a c i t y ,  S&W prepared a 

break-even  a n a l y s i s  t o  determine t h e  price LG&E cou ld  pay for 200 

m e g a w a t t s  of c a p a c i t y  and break e v e n  w i t h  t h e  cost of completing 

TrFmble  County i n  1988. The b reak -even  a n a l y s i s  was p r e s e n t e d  by 

M r .  M y e r  of LG&E i n  h i s  r e b u t t a l  t e s t i m o n y .  Using t h e  o r i g i n a l  

forecast and assuming no r e t u r n  o n  t h e  u n a m o r t i z e d  b a l a n c e ,  t h e  

break-even  analysis showed t h a t  i f  LG&E p u r c h a s e d  c a p a c i t y  at 

$ l , 1 0 0  per k i l o w a t t  or less, t h e  p r e s e n t  w o r t h  r e v e n u e  

r e q u i r e m e n t  would be less t h a n  t h e  r e v e n u e  r e q u i r e m e n t s  

associated w i t h  c o m p l e t i n g  T r i m b l e  County in 1988. I f  t h e  r e t u r n  

o n  t h e  u n a m o r t i z e d  ba lance  ia i n c l u d e d ,  LG&E would have to  

purchase c a p a c i t y  for less t h a n  $320 per k i l o w a t t  to  p r o v i d e  any  

b e n e f i t  to  t h e  ratepayers. The break-even a n a l y s i s  w a s  u p d a t e d  

€or t h e  r e v i s e d  forecast. The break-even  point w a s  $780 per 
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k i l o w a t t ,  e x c l u d i n g  a r e t u r n  o n  t h e  u n a m o r t i z e d  s u n k  cost, and 

zero i n c l u d i n g  a r e t u r n .  

LG&E a lso  r e q u e s t e d  t h a t  S&W r e r u n  t h e  EGEAS and TALARR 

m o d e l s  assuming the 200 megawat t  j o i n t  o w n e r s h i p  a r r a n g e m e n t  was 

a n  8-month seasonal  p u r c h a s e .  The resul ts  from t h e s e  computer 

r u n s  are p r e s e n t e d  i n  Cases 16 and  17 of Appendix 1. 

F i n a l l y ,  i n  r e s p o n s e  to  a Commission O r d e r ,  LG&E p r o v i d e d  a 

d e t a i l e d  cost  estimate t o  d e l a y  t h e  c o m p l e t i o n  of Trimble County  

u n t i l  1996. LG&E estimated t h e  cost t o  complete Trimble County  

for a 1996 s t a r t - u p  a t  $ 1 , 0 4 1  m i l l i o n .  This compares to  t h e  

c u r r e n t  es t imate  f o r  a 1988 s t a r t - u p  of $738 m i l l i o n .  E x h i b i t  5 

of t h e  S&W C a p a c i t y  Expans ion  S t u d y  p r e s e n t e d  cost estimates f o r  

var ious  i n - s e r v i c e  d a t e s .  The values  i n  E x h i b i t  5 were used by 

S & W  i n  e v a l u a t i n g  t h e  e f fec t  of a d e l a y  o n  t h e  c o m p l e t i o n  of 

Trimble County.  Appendix 1 shows t h a t  S & W  estimates t h e  i m p a c t  

of a 5-year delay to 1993 a t  an a d d i t i o n a l  $ 4 4  m i l l i o n  (Case 2: 

$3 .644 b i l l i o n  m i n u s  C a s e  1: $3.6 m i l l i o n )  of p r e s e n t  w o r t h  

r e v e n u e  r e q u i r e m e n t .  

In response to  t h e  c o n c e r n s  raised by Mr. Weaver ,  w i t n e s s  for 

t h e  AG, LG6E c h a l l e n g e d  his assumptions through cross- 

e x a m i n a t i o n .  None  of t h e  c o n c e r n s  p r e s e n t e d  by Hr. Weaver w e r e  

i n c l u d e d  i n  t h e  a d d i t i o n a l  c o m p u t e r  r u n s  p r e p a r e d  by S&W. 
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IMPACT OF THE REVISIONS ON THE STRATEGIC EXPANSION PLAN 

Wah Sing Ng of S C W ,  w i t n e s s  for LGCE, was c r o s s - e x a m i n e d  i n  

c o n s i d e r a b l e  d e t a i l  about t h e  impact of t h e  r e v i s i o n s  d i s c u s s e d  

above on  S&W's recommended s t ra teg ic  e x p a n s i o n  p l a n .  l 3  Mr. N g  

s t a t e d  that after  the revisions t h e  r e s u l t s  were similar and h e  

would c o n t i n u e  his r ecommenda t ions  c o n c e r n i n g  the st rategic  

e x p a n s i o n  p l a n .  

FINDINGS 

1. COOPERATION 

This p r o c e e d i n g  was c e r t a i n l y  n o t  a t y p i c a l  case before t h e  

Cornissfan. It required u n u s u a l  p r o c e d u r e s ,  a n  extraord inary  

emaunt of d a t a  and workpapers, and u n p r e c e d e n t e d  c o o p e r a t i o n  

among the parties. The Commission g r e a t l y  appreciates LGhE's 

r e s p o n s i v e n e s s  t o  numerous and e x t e n s i v e  d a t a  r e q u e s t s ,  and the 

company's w i l l i n g n e s s  to c o m e  forward and have its c a p a c i t y  

expansion s t u d y  reviewed and evaluated in a p u b l i c  forum. The 

Commission a l so  recognizes and appreciates t h e  e f f o r t s  of t h e  

i n t e r v e n o r s .  The Commission is aware t h a t  the procedural 

s c h e d u l e s  were compact and impos ing:  it is clear, however, t h a t  

each of t h e  i n t e r v e n o r s  has c o n t r i b u t e d  to t h i a  c a s e  i n  a 

significant manner. 

2. LOAD FORECAST 

One of the key i n g r e d f e n t s  of I capacity expansion s t u d y  1s a 

loa8 forecast. U n f o r t u n a t e l y ,  in t h i s  case there were two sets 

l3 T.E. ,  J u l y  11, 1985, pages 4-24. 
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of forecaBts, b o t h  provided by  LG&E and S&W. L G & E ' s  adoption of 

t h e  new forecast  i n  A p r i l  1985, c e r t a i n l y  added t o  t h e  d a t a  i n  

t h i s  case. Much of t h e  a n a l y s i s  p r e p a r e d  for t h e  November 1984 

Capacity Exparision S t u d y  had to be reworked when t h e  r e v i s e d  

f o r e c a s t  became a v a i l a b l e .  

N e v e r t h e l e s s ,  t h e  basic  methodology b e h i n d  t h e  new forecast 

seems reasonable and clearly a d v a n c e s  the f o r e c a s t i n g  t e c h n i q u e s  

p r e v i o u s l y  used by LG&E. The blend of the end-use and 

e c o n o m e t r i c  a p p r o a c h e s  shou ld  be u s e f u l ,  especially u n t i l  better 

and more disaggregated demographic, load research a n d  appliance 

s a t u r a t i o n  data is d e v e l o p e d .  The Commission is c o n c e r n e d  a b o u t  

t h e  s u b j e c t i v e  n a t u r e  of so many o€ t h e  inputs to the end-use 

model .  The c r o s s - e x a m i n a t i o n  by CAG of Alfred Calafiore of S & W ,  

witness for LGCE, clearly i n d i c a t e d  that  many oE the i n p u t s  were 

based o n  e x p e r i e n c e  and judgment .  G i v e n  t h e  p a u c i t y  of d a t a ,  

e x p e r i e n c e  a n d  judgment may be n e c e s s a r y :  however ,  the q u e s t i o n  

becomes how this e r p e r i e n c e  and judgment  c a n  be t r a n s f e r r e d  to  

LG&E personne l  so t h e y  can c o n t i n u e  the f o r e c a s t i n g  e f f o r t  

w i t h o u t  c o n t i n u o u s l y  r e l y i n g  o n  S t W .  LG&E s h o u l d  report i n  its 

n e x t  rate case o n  its ef for t s  to implement  t h e  S&W f o r e c a s t i n g  

me thods  and o n  its p r o g r e s s  and plans t o  d e v e l o p  the n e c e s s a r y  

data.  

3. S C W  STRATEGIC EXPANSION PLAN 

The S & W  strategic e x p a n s i o n  plan recommends that LGCE 

complete Trimble County Unit No. 1 i n  1988, m a k e  e v e r y  effort to 

arrange a j o i n t  o w n e r s h i p  sale for up t o  25 p e r c e n t  of Trimble  

County, and a g g r e s s i v e l y  m a r k e t  a d d i t i o n a l  capacity sales . 
-17- 



During  c r o s s - e x a m i n a t i o n ,  Hr. Ng was asked whether h e  would 

c o n s i d e r  recommending a delay i n  t h e  i n - s e r v i c e  d a t e  of 1988 Lor 

Trimbla County i f  he knew LG&E could n o t  se l l  2 5  p e r c e n t  from t h e  

unit. Mr. Ng stated t h a t  h e  d i d  n o t  b e l i e v e  he would recommend a 

delay because "there are other factors t h a t  come i n t o  play t h a t  

s h o u l d  be c o n s i d e r e d  w i t h  the a d d i t i o n a l  d e l a y  of Trimble County 

t h a t  may mitigate some of # t h e  p e n a l t y  t h a t  may be involved t i n 1  

not b e i n g  able  to sell that m o u n t  of capacity.w14 These other 

factors, referred t o  during t h e  p r o c e e d i n g s  as intangible 

factors, were i d e n t i f i e d  as t h e  r e a c t i o n  of t h e  f i n a n c i a l  

community,  as well as the f o l l o w i n g  factors listed i n  the 

report: 15 

- It causes t h e  l e a s t  amount of i n t e r r u p t i o n  of the 

- It  results i n  the least e f fec t  on the exis t l ing  

already e s t a b l i s h e d  work force a t  the site 

c o n t r a c t s  for  ma te r i a l s  and  equ ipmen t  

- I t  l e s s e n s  the exposure to  deterioration of equipment 

- It  reduces the e x p o s u r e  to  f u t u r e  e sca l a t ion  for 

and structures already o n  s i t e  

materials and labor 

- I t  m i n i m i z e s  the exposure t o  f u t u r e  e n v i r o n m e n t a l  and 
other regulatory c h a n g e s .  

l5 Capacity E x p a n s i o n  Study, Volume I1 - T e c h n i c a l  Report, 
N o v e H e  
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With  regard to  t h e s e  i n t a n g i b l e  f a c t o r s ,  Hr. Ng tes t i f ied 

t h a t  he was not "ab le  t o  q u a n t i f y  those a t  t h i s  point. a16 Thus, 

t h e  S6W recommendat ion  is d e p e n d e n t  t o  a l a rge  e x t e n t  on these 

u n q u a n t i f i e d ,  i n t a n g i b l e  f a c t o r s .  When M r .  Ng was q u e s t i o n e d  

f u r t h e r  o n  t h i s  p o i n t ,  he  agreed that a d e l a y  i n  t h e  i n - s e r v i c e  

date  of T r i m b l e  County U n i t  No. 1 beyond 1988 was "not a n  

u n r e a s o n a b l e  conclusion" l7 i f  one assumed t h e  dollar m a g n i t u d e  

associated w i t h  t h e  i n t a n g i b l e  factors was n o t  s i g n i f  f c a n t .  

The Scw strategic expans ion  p l an  raises t h r e e  c o n c e r n s  for 

the Commission. First, from a s t a t e w i d e  perspective it appears 

t h a t  Kentucky has ample g e n e r a t i n g  c a p a c i t y  a v a i l a b l e .  This 

p o i n t  is c o n f i r m e d  i n  a r e c e n t  report  prepared by  t h e  Kentucky 

J o i n t  C o m m i t t e e  o n  Electric Power P l a n n i n g  C o o r d i n a t i o n  e n t i t l e d  

Summary of Loads, Capac i t ies  and C a p a c i t y  Margins of t h e  Member 

Companies . The Kentucky Joint C o m m i t t e e  o n  Electric Power 

P l a n n i n g  C o o r d i n a t i o n  c o n s i s t s  of t h e  following: Big R i v e r s  

Electric Corporation: East Kentucky Power C o o p e r a t i v e ,  I n c .  ; 

Kentucky Power Company, a n  American Electric Power Company 

s u b s i d i a r y ;  Kentucky U t i l i t i e s  Company; L o u i s v i l l e  Gas and 

Electric Company1 and Union L i g h t ,  Heat and Power Campany, a 

C i n c i n n a t i  Gas and  Electr ic  Company s u b s i d i a r y .  Page8 C-1 and 

C-8 p r o v i d e  projected peak demands, c a p a b i l i t i e s  and capac i ty  

margins on 8 statewide bas i s  for t h e  6ummer and w i n t e r  s e a s o n s .  

T.E. July 11, 1985, page 19. 

Ibid., page 2 4 .  17 - 
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These pages show 10-yea r  project ions of c a p a c i t y  m a r g i n s ,  wh ich  

are c a l c u l a t e d  by s u b t r a c t i n g  total  demand from total c a p a b i l i t y  

and d i v i d i n g  t h e  d i f f e r e n c e  by total c a p a b i l i t y ,  r a n g i n g  from 22 

p e r c e n t  to  31 p e r c e n t  for t h e  summer s e a s o n  and  24  p e r c e n t  to 31 

p e r c e n t  for t h e  w i n t e r  s e a s o n .  These  c a l c u l a t i o n s  i n c l u d e  

Trimble County as c o m p l e t e d  f n  J u l y  1988. If t h e  495 m e g a w a t t  

capaci ty  from Tr imble  County  is e x c l u d e d  from t h e s e  c a l c u l a t i o n s ,  

t h e  c a p a c i t y  margins for t h e  next 10 years r a n g e  from 18.3 

p e r c e n t  to 30.9 p e r c e n t  for t h e  s u m m e r  season and  20.5 to  31.3 

percent for t h e  w i n t e r  s e a s o n .  These figures support t h e  

o b s e r v a t i o n  t h a t  t h e r e  is a d e q u a t e  g e n e r a t i n g  capac i ty  available 

in Kentucky for t h e  n e x t  decade even w i t h o u t  TrLmble County.  

Second, t h e  Commission is c o n c e r n e d  a b o u t  i n c l u d i n g  100 

p e r c e n t  of Trimble  County  costs i n  rate base with t h e  hope t h a t  

LG&E w i l l  mit igate some of this impact o n  ratepayers by s e l l i n g  

capaci ty  t o  o the r  u t i l i t i e s  as s u g g e s t e d  i n  t h e  s t r a t e g i c  

e x p a n s i o n  plan. These p o t e n t i a l  sales are i d e n t i f i e d  by S & W  as 

o n e  of t h e  i n t a n g i b l e  b e n e f i t s  of c o m p l e t i n g  T r h b l e  County  i n  

1988. However, it seems quite probable that t h i s  i n t a n g i b l e  

b e n e f i t  may n e v e r  be rea l ized .  C e r t a i n l y  the r e s u l t s  that Big 

R i v e r s  Electric C o r p o r a t i o n  h a s  a c h i e v e d  i n  its e f f o r t s  to se l l  

c a p a c i t y  from the Wilson U n l t  illustrate how d i f f i c u l t  this goal 

can be. F u r t h e r ,  i t  a p p e a r s  t h a t  LG&E has not p o s i t i o n e d  i t s e l f  

to become active i n  the m a r k e t  for o f f - s y s t e m  sales end 

purchases, The record i n d i c a t e s  t h a t  LGCE'S m a r k e t i n g  e f f o r t s  to 
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d a t e  c o n s i s t  mainly of a mail s u r v e y  of n e i g h b o r i n g  u t i l i t i e s ,  

and some follow-up c o r r e s p o n d e n c e  and phone communica t ion .  

During c r o s s - e x a m i n a t i o n ,  LG&E seemed t o  h a v e  l i m i t e d  knowledge  

of recent c a p a c i t y  s a l e s  i n  t h e  r e g i o n .  18 

Third,  t h e  Commission b e l i e v e s  t h a t  t h e  i n t e r e s t s  of t h e  

ratepayers of LGhE and the other u t i l i t i e s  i n  Kentucky would best 

be served by c o n s i d e r i n g  o p t i o n s  deve loped  with a s t a t e w i d e  

perspective. The options and a l t e r n a t i v e s  a n a l y z e d  by LG&E and 

SCW do n o t  thoroughly a d d r e s s  t h e s e  concerns. LG&E may have 

c o n c l u d e d  t h a t  as a single company it would be too d i f f i c u l t  to 

d e v e l o p  o p t i o n s  from a s t a t e w i d e  p e r s p e c t i v e .  The Commission, 

however, b e l i e v e s  t h a t  it does not have t h e  luxury of s i t t i n g  

back and h o p i n g  that the i n t e r e s t s  of all the ratepayers in 

Kentucky w i l l  be served i f  e a c h  i n d i v i d u a l  company pursues its 

own i n t e r e s t s .  

The Commission d i s a g r e e s  w i t h  S Q W S  recommended strategic 

expansion plan. viewing t h e  S & W  a n a l y s i s  from the broader state- 

w i d e  p e r s p e c t i v e ,  which t h e  Commission is required to do, t h e  

Commission b e l i e v e s  the potential benefits to t h e  Kentucky rate- 

payers offset t h e  i n t a n g i b l e  f a c t o r s  c o n s i d e r e d  by S & W  and LGbE. 

Thu8, the Commission f i n d s  t h a t  a d e l a y  of a t  least 3 year. 

beyond t h e  presently planned 1988 i n - s e r v i c e  date of Trlmble 

County Unit No. 1 ie resaonable. The Commfesion r O C O g t 1 i Z e 8  t h a t  

a d e l a y  w i l l  add t o  t h e  c08t  of completion, However, t h e  Commis- 

sion believes the costs will be o u t w e i g h e d  by the b e n e f i t s  t h a t  

l8 T.E., March 1, 1 9 8 5 ,  pages 301, 304. 
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a c c r u e  to LGhE ratepayers, as w e l l  as o t h e r  Kentucky r a t e p a y e r s ,  

by u s i n g  the c u r r e n t  a b u n d a n t  g e n e r a t i n g  c a p a c i t y  i n  Kentucky to 

d e v e l o p  a statewide p l a n n i n g  s t r a t e g y .  An estimate of t h e  costs 

of d e l a y  as measured  i n  a d d i t i o n a l  p r e s e n t  worth r e v e n u e  

r e q u i r e m e n t  are approx ima ted  by SdrW and presented  i n  Appendix 1. 

I n  t h e  e v e n t  t h e  delay e x t e n d s  t o  19938 a c o m p a r i s o n  of Cases 1 

and 2 revised for t h e  h i g h e r  load f o r e c a s t s  ind ica tes  a 

d i f f e r e n c e  of o n l y  $ 4 4  m i l l i o n .  This amounts  t o  a n  approximate 

1.2 p e r c e n t  i n c r e a s e  i n  p r e s e n t  w o r t h  r e v e n u e  r equ i r emen t s .  

The t i m e  t o  take a c t i o n  o n  t h e s e  mat ters  is now. Once 

Tr imble  County  is c o m p l e t e d ,  t h e  a l t e r n a t i v e s  t o  d e v e l o p  a more 

c o m p r e h e n s i v e ,  s t a t e w i d e  v i e w  of planned electric capacity 

a d d i t i o n s  w i l l  be seve re ly  l i m i t e d ,  and the o p p o r t u n i t i e s  to 

r ea l i ze  any  of t h e  associated b e n e f i t s  w i l l  be f o r e g o n e .  T h ~ 8 ~  

t h e  Commission w i l l  take a d v a n t a g e  of t h i s  period of d e l a y  t o  

i n v e s t i g a t e  p l a n n i n g  a l t e r n a t i v e s  f rom a s t a t e w i d e  p e r s p e c t i v e .  

Dur ing  the d e l a y  i n  t h e  i n - s e r v i c e  da t e  o f  T r imble  County  t h e  

Commission i n t e n d s  t o  p u r s u e  t h e  i n i t i a t i v e  it b e g a n  in Case N o .  

8 6 6 6 ,  An I n v e s t i g a t i o n  I n t o  A l t e r n a t i v e  Load F o r e c a s t i n g  Wethods 

And P l a n n i n g  C o n s i d e r a t i o n s  For  The E f f i c i e n t  P r o v i s i o n  Of Elec- 

t r i c  G e n e r a t i o n  And T r a n s m i s s i o n  Facilities. I f  the  utilitier 

are u n w i l l i n g  to  d e v e l o p  p l a n n i n g  op t ions  from a statewide per- 

s p e c t i v e ,  t h e n  t h e  Commission w i l l .  S i m i l a r  e f for ts  have begun 

or have been legislated i n  the n e i g h b o r i n g  s t a t e s  of Ohio and 

I n d i a n a .  The 1984 report prepared for the Commfssion in Case No. 

8666 by Energy Systems Research Group, Inc . ,  ("EGRC")  i n d i c a t e s  
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I 

that Kentucky r a t e p a y e r s  c a n  p o t e n t i a l l y  s a v e  m i l l i o n s  of do l l a r s  

if statewide p l a n n i n g  o p t i o n s  are  pursued. The u t i l i t y  compan ies  

i n  the s t a t e  have c h a l l e n g e d  t h e  ESRG r e s u l t s  a n d  i n  r e s p o n s e  

h a v e  s t a t e d  t h a t  t h e y  b e l i e v e  t h e  b e n e f i t s  i d e n t i f i e d  i n  t h e  

report are o v e r s t a t e d  and t h e  Costs are u n d e r s t a t e d .  Given t h e  

po ten t i a l  s a v i n g s ,  the Commission is compe l l ed  t o  f o l l o w  up t h e s e  

i n i t i a l  s t u d i e s  t o  determine more p r e c i s e l y  t h e  magn i tude  of t h e  

b e n e f i t s  and costs, and to  e v a l u a t e  t h e  implementation of 

a p p r o p r i a t e  a l t e r n a t i v e s .  The Commission i n t e n d s ,  a8 Soon as 

p o s s i b l e ,  to  d e v e l o p ,  a n a l y z e ,  and implement  s ta tewide  options 

t h a t  w i l l  be b e n e f i c i a l  t o  Kentucky ratepayers. This w i l l  be 

accompl i shed  t h r o u g h  a c o o p e r a t i v e  e f f o r t  w i t h  all i n t e r e s t e d  

parties, i n c l u d i n g  t h e  u t i l i t i e s ,  and  t h r o u g h  t h e  services of a n  

i n d e p e n d e n t  c o n s u l t a n t .  These  options i n c l u d e  targeted 

c o n s e r v a t i o n ,  a g g r e s s i v e  load management,  a d d i t i o n a l  b i l a t e r a l  

e x c h a n g e s  among the s t a t e ' s  u t i l i t y  compan ies ,  m a r k e t i n g  t h e  

s t a t e ' s  generating capacity t o  other regions of the countryr 

j o i n t  o w n e r s h i p  of g e n e r a t i n g  capac i ty ,  i n s t a l l i n g  a l t e r n a t i v e  

t y p e s  of c a p a c i t y ,  refurbishing older g e n e r a t i n g  u n i t s ,  and 

e s t a b l i s h i n g  a centrally d i s p a t c h e d  p o o l i n g  a r r a n g e m e n t .  

I n  a d d i t i o n ,  t h e  Commission n o t e s  t h a t  a l t h o u g h  i n  LG6E's 

l a s t  r a t e  case the hirtor ics l  t r e a t m e n t  of allowing a c u r r e n t  

return on CWIP was c o n t i n u e d ,  t h a t  O r d e r  i n d i c a t e d  t h a t  t h i s  

treatment  would be COn6iQetred a g a i n  i n  L G b E ' s  f u t u r e  ra te  cases. 

The C o m m i s s i o n  f i n d s  t h a t  the record h e r e i n ,  coupled with the 

d i r e c t i v e  t h a t  T r i m b l e  County s h o u l d  b e  d e l a y e d  at l ea s t  3 years, 

should place LGQE and other parties o n  n o t i c e  that the 
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c o n t i n u a t i o n  of t h e  c u r r e n t  t r e a t m e n t  of a l l o w i n g  a r e t u r n  on 

f u r t h e r  a d d i t i o n s  to  CWIP s h o u l d  n o t  be t a k e n  fo r  g r a n t e d ,  b u t  

w i l l  be a n  i s s u e  i n  L G & E ' s  f u t u r e  ra te  cases. 

F u r t h e r ,  LG&E s h o u l d  p r o v i d e  m o n t h l y  reports d e s c r i b i n g  t h e  

a c t i v i t y  a t  t h e  T r i m b l e  County  site. I t  is a n t i c i p a t e d  t h a t  t h e  

c o n s t r u c t i o n  e x p e n d i t u r e s  w i l l  be m i n i m a l  d u r i n g  t h e  delay.  

M o t h b a l l i n g  e x p e n d i t u r e 6  may be significant; but t h e  Commission 

e x p e c t s  LG&E to  keep t h e s e  t o  a minimum. The company s h o u l d  

p r o v i d e  a de ta i l ed  e x p l a n a t i o n  and j u s t i f i c a t i o n  for these . 

m o t h b a l l i n g  e x p e n d i t u r e s .  LG&E s h o u l d  also i n c l u d e  i n  t h e  

m o n t h l y  reports a n y  c h a n g e s  i n  circumstance t h a t  might  a f f e c t  t h e  

i n - s e r v i c e  da te  of Trimble County  U n i t  No. 1. T h i s  i n f o r m a t i o n  

should i n c l u d e ,  but not be l i m i t e d  to, c h a n g e s  in load g rowth ,  

new sales and p u r c h a s e s  of g e n e r a t i n g  c a p a c i t y ,  c h a n g e s  i n  

e n v i r o n m e n t a l  r e g u l a t i o n s ,  as w e l l  as othcr u n f o r e s e e n  c h a n g e s .  

In a d d i t i o n ,  LG&E s h o u l d  p r o v i d e  a report  t o  t h e  Cammission 

p r o v i d i n g  a detailed p l a n  to  accomplish a d e l a y  of a t  least 3 

y e a r s  at t h e  T r i m b l e  County  s i te .  The report  should be filed 

w i t h i n  60  days f rom t h e  i s s u a n c e  of this Order.  

ORDERS 

IT IS THEREFORE ORDERED t h a t  LG&E s h a l l ,  based on t he  f i n d -  

ings h e r e i n ,  d e l a y  t h e  c o m p l e t i o n  of T r h b l e  County  U n i t  No. 1 

for a t  least  3 years beyond t h e  c u r r e n t l y  p l a n n e d  1988 i n - s e r v i c e  

d a t e ,  and s h a l l  p r o v i d e  w i t h i n  60 d a y s  of t h e  d a t e  of t h i s  Order 

a d e t a i l e d  a c t i o n  p l a n  i n  response to t h e  Commiss ion ' s  d i r e c t i v e  

t h a t  t h e  c o n s t r u c t i o n  of T r i m b l e  County U n i t  No. 1 be d e l a y e d .  
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IT IS FURTHER ORDERED t h a t  LG6E s h a l l  c o n t i n u e  to f i l e  

monthly reports d e t a i l i n g  t h e  a c t i v i t y  a t  t h e  Trimble County 

site. The report shall i n c l u d e  information concern ing  any 

c h a n g e s  i n  circumstance t h a t  m i g h t  affect  t h e  i n - s e r v i c e  date i n  

T r h b l e  County Unit No. 1. 

IT IS FURTHER ORDERED t h a t  LG&E and other parties are hereby 

placed on notice that i n  f u t u r e  rate cases t h e  c o n t i n u a t i o n  of 

a lxowing a r e t u r n  on f u r t h e r  additions to CWIP re la ted  to the 

TrLmble County Uni t  No. 1 construction will be an i s s u e .  

IT IS FURTHER ORDERED t h a t  LG&E s h a l l  r e p o r t  i n  its n e x t  rate 

case o n  its ef forts  to implement the S&W forecast ing methods and 

on its p r o g r e s s  and p l a n s  to develop t h e  necessary data .  

Done at  Frankfort, Kentucky, this 14th day of October, 1985. 

PUBLIC SERVICE COMMISSION 

ATTEST t 

Secretary 
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